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Abstract: The aim of this study is to study is to examine the relationship between security spending 
and FDI inflows between 1994 and 2017 in Nigeria. In Nigeria, security of life and properties have 
been volatile in the last one decade. This has been reflected in the inability of the country to equip and 
maintain effective security forces that are formidable enough to defend her territorial integrity against 
internal and external aggressions. In view of the above, data were collected from the CBN Statistical 
Bulletin and UNCTAD investment reports simultaneously. Consequently, the objective of the study 
was addressed within the framework of Bound Test and ARDL approach. The findings in the study 
could be summarized as follows; past FDI inflows have a significant positive impact on current FDI 
inflows in Nigeria. Defence expenditure and FDI inflows have a significant positive relationship. 
Meanwhile, internal security spending and FDI inflows have an insignificant positive relationship in 
the country. Also, inflation rate and FDI inflows have a positive relationship but the relationship is not 
significant. As a result of these findings, this study makes the following recommendations for the policy 
makers in the country; there is a very urgent need to pay a critical attention to the internal security 
spending and mobilization of adequate resources towards this sector in order to combat the internal 
security challenges negatively affecting investment climate in the country.  
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1. Introduction 
In the recent times, the volatility of security of lives and properties has been a critical 
issues in Nigeria. This has been manifested in the forms of the Niger Delta militancy, 
Boko Haram insurgencies, the Fulani Herdsmen menace, banditry, political uprising, 
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and different kinds of kidnaping and ritual killings in every part of the country. This 
is statement is further reinforced by Aiyedogbon (2011) who argued that the level of 
security in Nigeria in the last twenty years has been compromised due to the 
incessant social unrest, bombing, kidnapping, political instability and religious crisis 
in all the nook and cranny of the country. Insecurity of lives and properties has 
created a bad image for Nigeria in the global community. Nigeria has been 
consistently occupied a low spectrum rank in the Global Peace Index. It is worth of 
note, in the recent data released by the Global Peace Index Nigeria occupied 148th 
peaceful country among 163 countries in 2017 and 2018 concurrently (GPI, 2018).  
Meanwhile, the aftermath effect of insecurity in Nigeria has not only scared away 
many foreign investors but also discouraged majority of the Nigerian citizens both 
at home and in diaspora to invest in their fathers’ land. The inflows of foreign of 
direct investment in Nigeria have been in the state of comatose since 2012 when 
insurgence became the order of the day in the country.  
 
Figure 2. FDI Inflows in Nigeria (1990-2017) 
Source: Authors’ Computation (2019) from (UNCTAD, 2018) 
Taking a panoramic view about the above figure, one could deduced that the FDI 
inflows in Nigeria has been declining continuously from 2012 till 2017, except 2016. 
This explains how the investment climate in Nigeria is compelling the foreign 
investors to leave the economy.  
However, any serious government should be saddled with the responsibility of 
providing security for lives and properties in its country. This justifies the reason 
why developed countries benchmarked huge percentage of annual budget for 
security of their countries. For instance, The United State of America has always 
been the reference point because the country has distinguished itself as the highest 
military spender in the globe. Largest economic resources have always been 
committed to the security of life and properties in this country annually (SIPRI, 
2013). No wonder the country is the most popular destination of FDI inflows in the 
world because investors desire safety for his/her life, properties and investments 
(UNCTAD, 2018).  
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Consequently, solving security challenges presently confronting Nigeria has become 
a critical issue of concern among the policy makers and scholars in the recent times. 
Addressing internal and external security threats in Nigeria has made the federal 
government to criminalize terrorism through the Anti-Terrorism Act in 2011. In the 
same vein, the government continually engages the mass media to create adequate 
awareness and broadcast security tips for the general public, installation of 
computer-basis closed circuit television cameras (CCTV) in some strategic parts of 
the country and the funding of security agencies by proving security facilities that 
can aid intelligence gathering in the country. This has caused an increment in the 
annual budget on security spending (Azazi, 2010). Therefore, the role of the security 
spending in advancing economic activities cannot be undermined in Nigeria. The 
ability of the country to equip and maintain effective security forces that would be 
formidable enough to defend the territorial integrity and internal aggressions of the 
country is a function of the resources committed to the security sub sector of the 
country. It is instructive to state that political stability, conducive business 
environment are highly necessary for the attraction of FDI inflows, and this can only 
be guaranteed if there are concerted efforts by the government and all the 
stakeholders in Nigeria to ensure a formidable security architecture in the country.  
The important role of security on investment climate of a country necessitated the 
attention of scholars in examining how security spending could affect FDI inflows 
in developing countries facing security challenges in which Nigeria is highly 
inclusive. Meanwhile, nexus between security spending and FDI inflows in Nigeria 
has a received a little attention in the literature (Adermi et al. , 2018; Adeyeye, 
Akinuli & Ayodele, 2016). The bulk of studies focusing on the Nigerian economy 
address the nexus between security spending and economic growth. Against this 
backdrop the study intends to fill the gap in the literature by examining the 
relationship between security spending and FDI inflows in Nigeria.  
In addition to introduction, the rest of this work is structured as follows; section two 
addresses literature review, while section three presents methodology, analysis, 
discussion and policy implication.  
 
2. Literature Review 
Literature on security spending is emerging in the recent times. As such, this section 
of the study shows the perceptions of different authors regarding this subject matter 
over time.  
In a study conducted by Adeyeye, Akinuli and Ayodele (2016) focusing on the 
impact of security spending on foreign direct investment in Nigeria from 1985 to 
2015. The author used error correction model technique to conclude that the security 
expenditure and inflation have a negative long run relationship with FDI but 
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expenditure on defence shows a positive long run relationship with FDI in the 
country. In another related study, Aderemi et al. (2018) examined link between 
security spending and FDI inflows in Nigeria from 1994 to 2016 with the application 
of Cointegration, DOLS and Granger Causality Approach. The paper asserted that 
internal security spending and FDI inflows had a positive relationship in the country. 
Meanwhile, a bidirectional causality relationship existed between FDI inflows and 
defence spending in the country.  
In the same vein, Oriavwope, and Eshenake (2013) investigated the nexus between 
the security spending and economic growth in Nigeria employing Error Correction 
Model approach. The study posited that military spending had an inverse relationship 
with economic growth in the country. Anyanwu (2011) analyzed the linkage between 
defence spending and economic growth in Nigeria while utilizing the framework of 
a vector error correction model. It was discovered from the study that there exist a 
direct relationship between military expenditure and economic growth in both long 
and short run. While analyzing Ferda (2004) critically analyzed the relationship 
between defense spending and economic growth in Turkey between from 1950 to 
2002 with the application of new macroeconomic theory and multivariate 
cointegration approach. The author submitted that there was an existence of positive 
long run relationship between aggregate defense spending and aggregate output in 
the economy. In another related study, Hassan, Waheeduzzanan and Rahman (2003) 
examined the nexus between defence expenditure and economic growth in the 
SARCC countries from 1980 to 1999. The study discovered that direct positive 
relationship existed between economic growth and military expenditure in those 
countries. While examining the linkage between defence spending and economic 
growth, Galvin (2003) adopted a cross-sectional data of 64 countries using three 
equations, one each for growth, saving and defence expenditure. The author used the 
results from estimation of OLS, 2SLS and 3SLS to conclude that military spending 
has an inverse relationship with economic growth in those countries.  
However, Sandler and Enders (2008) opined that terrorism were very common to 
developing economies. This invariably caused negative impact on FDI and economic 
growth respectively in those countries. Dakurah, Davies and Sampath (2001) 
assessed the causal relationship between the military burden and economic growth 
for sixty two nations with the application of cointegration and error correction model. 
The authors submitted that there was no feedback effect between the military burden 
and economic growth in those countries. McKenna (2005) argued that high level of 
insurgence led to the rise in government expenditure in developing countries 
especially. The aftermath effect of this is depletion of foreign reserve and inflation 
in the affected countries.  
In conclusion, studies on the nexus between security spending and FDI are very few 
in Nigeria in the recent times. The majority of available studies focus on security 
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spending and economic growth while neglecting its impact on FDI inflows in the 
country. Hence, the relevance of this study 
 
 
3. Methodology 
The data employed for this work were extracted from secondary sources. To 
be explicit, data from 1994 to 2017 were used for the analysis because data on 
security spending started from 1994. Meanwhile, data for defence spending, internal 
security spending and inflation rate were sourced from the Central Bank of Nigeria 
Statistical Bulletin. However, data for FDI inflows in Nigeria were got from 
UNCTAD database published by the World Bank. E-Views software was employed 
to run the data.  
3.1. Model Specification 
The model for this study can be specified in the general form as follows: 
FDI = F (DS, ISP, INF)       (I) 
If model (1) is log linearized, model (2) is emerged as follows.  
LnFDIt = β1 + β2 LnDSt + β3 LnISPt + β4INF+ µi    (II) 
3.2. Autoregressive Distribution Lag (ARDL) Model Specification 
Various diagnostic tests such as unit root test and Bound Test performed on the 
variables of interest motivated the choice of ARDL in this paper. The variables of 
interest have different orders of integration i. e. I(1) and I(0), as such the paper 
utilized Autoregressive Distribution Lag model to estimate its objective (Pesaran, 
Shin & Smith, 2001, Pesaran & Pesaran, 1997).  
In a general form, ARDL model can be specified as follows:  
ARDL (1, 1) model: Yt = 1Yt-1 + oXt + 1Xt-1 + Ut.    (III) 
Meanwhile, Yt and Xt are stationary variables, and Ut is a white noise.  
Therefore, in an explicit way the model to capture the analysis of this work could be 
stated thus: 
∆𝐿𝑛𝐹𝐷𝐼𝑡 = 𝛽0 +  ∑ 𝛽1
𝑝
𝑖=1  ∆𝐿𝑛 𝐹𝐷𝐼𝑡−1 + ∑ 𝛽2
𝑝
𝑖=0  ∆𝐿𝑛𝐷𝑆𝑃𝑡−1 +
 ∑ 𝛽3
𝑝
𝑖=0 ∆ 𝐿𝑛𝐼𝑆𝑃𝑡−1 +  𝜃1𝐼𝑁𝐹𝑡−1 +  µi -     (IV) 
Where FDI is net foreign direct investment inflows into the country, DSP is defence 
spending, ISP is internal security spending, INF is used to represent inflation rate 
which measures the stability of economy, Ln used to denote natural logarithm and 
ui is error term. t =1990-2017.  
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3.3. Results and Discussion 
Table 1. Descriptive Statistics of Annual Data Series (1994-2017) 
Descriptive Statistics LnFDI LnDPS LnISP INFL 
Mean 3. 96E+09 1. 32E+11 1. 57E+11 16. 74750 
Median  3. 28E+09 7. 19E+10  1. 08E+11 11. 90000 
Maximum  8. 92E+09 4. 56E+11  4. 22E+11  72. 84000 
Minimum  1. 18E+09  4. 21E+09  4. 10E+09  5. 380000 
Std. Deviation 2. 54E+09 1. 30E+11  1. 39E+11  15. 87167 
Skewness  0. 593506 0. 939965  0. 509841  2. 627367 
Kurtosis 2. 092061 2. 638484  1. 907105  9. 024671 
Jargue-Bera  2. 233351  3. 664831 2. 234173 63. 90890 
Probability   0. 327366  0. 160027 0. 327232 0. 000000 
Sum  9. 50E+10  3. 17E+12 3. 76E+12 401. 9400 
Sum. Sq. Deviation 1. 49E+20  3. 88E+23 4. 45E+23  5793. 928 
Observation  24 24 24 24 
Source: Authors` Computation (2019) 
The table 1shows the descriptive statistics of the dataset used for the econometric 
analysis in this paper. FDI inflows during the period of 24 years has minimum and 
maximum values of 1. 18 million dollar and 8. 92 million dollar respectively. It has 
a mean value of 3. 9 million dollar with standard deviation of 2. 5 million dollar. 
This implies that FDI inflows data deviate from the both sides of mean by 3. 9 million 
dollar. The data are not widely dispersed during the period of the study because its 
standard deviation is less than the mean value. Similarly, the values of skewness and 
Kurtosis are 0. 593506 and 2 simultaneously. These values indicate that the data 
agree with the symmetrical distribution assumption. Meanwhile, defence spending 
has a minimum value of 4. 2 billion naira and maximum value of 4. 5 billion naira. 
Its mean value and standard deviation are1. 32 billion naira and 1. 30 billion naira 
respectively. The data are moderately dispersed because the mean value and standard 
deviation of the data are almost identical. In the same vein, its coefficients of 
skewness and Kurtosis are 0. 939965 and 2. 638484 respectively. This shows that 
the data are positively skewed and did not agree with the symmetrical distribution 
assumption. Internal security spending data have a minimum value of 4. 1 billion of 
naira and maximum value of 4. 2 billion naira. While its mean value is 1. 5 billion 
naira and standard deviation is 1. 3 billion. This suggests that data for this variable 
are not widely dispersed during the period under study because the mean value is 
greater than the value of standard deviation. The skewness and Kurtosis values of 
the data are 0. 509841 and 1. 907105 respectively. This indicates that the data agree 
with the symmetrical distribution assumption. The inflation rate data has minimum 
value of 5. 3% and maximum value of 72% with mean value of 16. 7% and standard 
deviation of 15%. These data are moderately dispersed because the mean value is 
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greater the standard deviation of the data. Also, its values of the Kurtosis and 
skewness show that inflation rate date is positively skewed and do not agree with the 
symmetrical distribution assumption.  
Table 2. Unit Root Test 
Variables  ADF Test  
Level Probability 1st Diff Probability Remark 
LnFDI -2. 998064***  0. 5761 -3. 004861*** 0. 0002 I(1) 
LnDSP -2. 998064*** 0. 9861 -3. 004861***  0. 0011 I(1) 
LnISP -3. 040391*** 0. 8493 -3. 040391*** 0. 0570 I(1) 
INF -2. 998064***  0. 0402 -  I(0) 
Variables  PP Test  
Level Probability 1st Diff Probability  
LnFDI -2. 998064***  0. 6149  -3. 
004861*** 
 0. 0002 I(1) 
LnDSP -2. 998064*** 0. 9964 -3. 004861***  0. 0011 I(1) 
LnISP -2. 998064*** 0. 9974 -3. 004861*** 0. 0000 I(1) 
INF -2. 998064***  0. 0001 -  I(0) 
Source: Authors` Computation (2019) ** %5 level ( ) P-Value 
In the table above, an attempt has been made to verify the unit root of the data set 
via the standard Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests. 
This test becomes very imperative in order to establish the existence or otherwise of 
stationarity of time series data used for this work. Consequently, the estimated results 
in the table suggest that internal security spending, FDI inflows and defense spending 
have a unit root because the data are stationary after first differencing. However, 
inflation rate shows the absence of a unit root in the variable because the data is 
stationary at level.  
Table 3. ARDL Bounds Test 
Sample: 1996 2017   
Included observations: 22   
Null Hypothesis: No long-run relationships exist 
Test Statistic Value k   
F-statistic  3. 825662 3   
Critical Value Bounds   
Significance I0 Bound I1 Bound   
5% 3. 23 4. 35   
2. 5% 3. 69 4. 89   
1% 4. 29 5. 61   
Source: Authors` Computation (2019) 
The table above shows the estimated result of the Bound Test to determine the long 
run relationship between the variables of interest in this study. From the table above 
the Null hypothesis of no long run relationship could not be rejected due to the fact 
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that the value of F-Statistic is less than the upper and lower Critical Value Bounds 
at all level of significance. Therefore, cointegrating relationship does not exist 
between the variables of the interest. Hence, this study estimated the short run 
relationship among the variables of interest.  
Table 4. The Impact of Security Spending on FDI Inflows in Nigeria Dependent 
Variable: PE Method: ARDL 
Short Run coefficient T-statistics  Probability 
FDI(-1) 0. 418745** 2. 193416 0. 0471 
ISP 0. 014100 1. 601042 0. 1334 
DSP 0. 030178** 3. 812540 0. 0022 
INF 2. 6839585 0. 576771 0. 5739 
R-Squared 0. 893710  
DW 1. 596599  
Source: Authors` Computation (2019) *Significant at 10%, **Significant at 5%,  
***Significant at 1% 
From the estimated results reported in table 4 above, all the explanatory variables 
have the expected sign. The R- Squared of the model jointly explained about 89% of 
the systematic variations in the dependent variable, FDI inflows whereby leaving 
11% unexplained owing to random chance. The past FDI inflows have a significant 
positive impact on current FDI inflows in the country. In the same vein, defence 
expenditure and FDI inflows have a significant positive inflows. A unit change in 
defense spending causes FDI inflow to increase by 3% in Nigeria. The finding in this 
study is in tandem with the submission of Adeyeye et al. (2016) despite the adoption 
of different methodology. But the finding contradicts the assertion of Aderemi et al. 
(2018) in a related study. However, internal security spending and FDI inflows have 
an insignificant positive relationship in the country. The insignificant effect of 
internal security spending could be attributed to the current internal security 
challenges such as Boko Haram insurgencies, the Fulani herdsmen menace and the 
Niger Delta Avengers Movement which bewilder the country. This might serve as a 
push factor to foreign investors in Nigeria. Inflation rate and FDI inflows have a 
positive relationship but the relationship is not significant at 10% level of 
significance.  
 
4. Conclusion and Recommendations  
This study investigated the relationship between security spending and FDI inflows 
between 1994 and 2017 in Nigeria. Consequently, the study utilized ARDL approach 
with the following findings, which could be summarized as follows; past FDI inflows 
have a significant positive impact on current FDI inflows in Nigeria. Defence 
expenditure and FDI inflows have a significant positive inflows. Meanwhile, internal 
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security spending and FDI inflows have an insignificant positive relationship in the 
country. Also, inflation rate and FDI inflows have a positive relationship but the 
relationship is not significant. As a result of these findings, this study makes the 
following recommendations for the policy makers in Nigeria; there a very urgent 
need to pay a critical attention to the internal security spending and mobilization of 
adequate resources towards this sector in order to combat the internal security 
challenges negatively affecting investment climate in the country.  
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